ABSTRACT: Many public policies are designed to encourage self-employment. However, because self-employment experiences are typically brief, it becomes important to understand the long-term consequences of entering and then leaving self-employment. Using the Panel Study of Income Dynamics (PSID), we examine the effects of brief self-employment experience on subsequent labor market outcomes. We find that, relative to continued wage employment, brief spells in self-employment do not increase-and probably actually reduce-average hourly earnings upon return to wage employment. We also find that those who experience selfemployment have difficulty returning to the wage sector. However, these consequences are small compared to similar experiences in unemployment.
Introduction
Should public policy be designed to explicitly favor small businesses and self-employed workers? Citing the many potential benefits of entrepreneurship, a large number of countries and an increasing number of US states are actively encouraging individuals to become selfemployed. For example, US tax policies have traditionally favored sole proprietors relative to wage earners and larger businesses. The US Small Business Administration also invests billions of dollars annually to help new firms get started. More recently, self-employment programs have targeted individuals who are receiving unemployment insurance or other public assistance benefits. 1 The hope is that not only would these workers eventually leave the public program rolls as a result, but also that they might create new jobs for other unemployed individuals.
Perhaps as a result of this menu of public policies, a growing number of American workers are leaving the wage-and-salary ranks to start their own businesses. Indeed, nearly one in ten American workers is self-employed and a growing number of women are becoming selfemployed each year. At the same time, it is widely known that many spells in self-employment end within the first few years of business. Thus, in evaluating the potential costs and benefits of public support for entrepreneurial activities, it becomes important to understand the labor market consequences associated with entering and then leaving self-employment.
In a sense, self-employment can be viewed as a human-capital-enhancement or jobtraining program. It has the potential to increase general human capital, thereby enhancing earnings and employment options in the wage sector after exiting self-employment.
Alternatively, it might only stagnate any job-specific skills that had previously been gained in wage employment, leading to reduced earnings or employment prospects after exiting.
Therefore, uncovering the consequences of spells in self-employment is a task that is left to empirical analysis.
With the exception of Evans and Leighton (1989) , Ferber and Waldfogel (1998) and Williams (2000) , little attention in terms of empirical research has been given to the longer-term consequences faced by those leaving self-employment for a wage job. These studies, which focus on the effects of self-employment experience on earnings outcomes, while instructive have a number of shortcomings which we attempt to overcome.
We improve on previous estimates of the relative wage returns of self-employment experience to wage sector experience by utilizing panel data that is more representative of the population (The Panel Study of Income Dynamics (PSID)) and by controlling for the implied job change associated with a transition into self-employment. In addition to wage outcomes, we also examine the consequences of self-employment experience on other labor market outcomes, including the probability of unemployment and part-time employment.
Our main findings are as follows. Within five-year windows between 1979 and 1990 a significant proportion of wage workers experienced a short spell of self-employment. These short spells of self-employment tended to be very brief -two-thirds to three-quarters of them lasted one year or less. Unlike previous research, we find evidence that short spells of selfemployment are associated with lower wages upon return to the wage and salary sector for men.
However, when we control for job turnover these negative wage effects dissipate. For American women, while spells of self-employment are also associated with a reduction in wages the results are generally not statistically significant. Full-time working men and women who subsequently experience a self-employment spell appear to have some difficulty returning to full-time employment. These small negative consequences associated with short spells of selfemployment contrast with the more severe negative consequences associated with similar spells of unemployment.
We begin in Section 2 with some background and a review of the earlier literature. We focus on the wage consequences of self-employment experience in Sections 3 to 6. Section 3 provides a discussion of the data and a descriptive analysis of our sample. Section 4 describes our multivariate econometric approach, and Section 5 presents results and discussion. Section 6 contains a number of robustness checks. In section 7 we examine the effect of self-employment on the probability of subsequent part-time employment and unemployment. A discussion of conclusions and policy implications closes the paper in Section 8.
Background and Literature Review
Following the work of David Birch (1979) and others, who found that the majority of net job creation is concentrated in firms in the smallest size classes, policies aimed at small business creation have garnered prominent status among policy makers. In the US, federal tax policies have traditionally favored small businesses in the form of lower and progressive statutory rates, generous expensing provisions, and the like. 2 Income from self-employment was not subject to a Social Security payroll tax until 1951 while wage earnings were covered as early as 1937, and statutory payroll tax rates favored self-employment income until 1984. Since the early 1950s, the US Small Business Administration has facilitated the development of small businesses by providing access to the necessary capital. By 2000 the total dollar figure on loans approved through the Small Business Administration reached nearly twelve-and-a-half billion dollars.
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In addition, groups such as the unemployed have been targeted via the Self-employment At the same time, researchers studying the dynamics of self-employment have found that many individuals who enter self-employment exit shortly thereafter. In terms of business survival, Evans and Leighton (1989) show that about one-half of all spells in self-employment last fewer than 6 years. Holtz-Eakin, Joulfaian, and Rosen (1994) find that slightly more than 70 percent of all taxpayers reporting self-employment income on a Schedule C in 1981 were still filing a Schedule C in 1985, but it is not clear how many of these spells were continuous. Taylor's (1999) analysis of UK data shows that while 90 percent of new self-employment ventures survive their first year, only 58 percent last at least five years.
To be sure, the self-employed are a heterogeneous lot. A few of the most successful entrepreneurs never leave self-employment until they retire from the labor force. For every bright and successful entrepreneur, there is at least one who will never quite get it right. The effects of self-employment are equally diverse, but have not been analyzed as thoroughly as the causes in the growing empirical literature on self-employment. Some workers will be enriched by a spell in self-employment, while others will only suffer negative long-term consequences associated with the failure of their dream enterprise. 4 Those who gain the most from this experience will either enjoy longer spells in self-employment or earn greater returns in the wage sector thereafter. Evans and Leighton (1989) were perhaps the first to formally address the long-term wage-sector consequences of self-employment. 5 Their estimates of wage regressions for wage employees provide no clear evidence of a differential return-positive or negative-to previous self-employment experience for US men. Experience in either sector yields largely the same return in terms of wage-sector earnings. Unfortunately, as the authors point out, these results can not be interpreted as capturing a causal relationship between self-employment experience and wage outcomes. 6 Their analysis, which uses a sample of workers between the ages of 14 and 39
taken from the National Longitudinal Survey of Young Men does not control for selection into self-employment. Ferber and Waldfogel (1998) examine data from the National Longitudinal Survey of Youth (NLSY) in a broader analysis of non-traditional employment. After controlling for unobserved heterogeneity, they find no significant (positive or negative) overall return to selfemployment experience in a wage-growth framework. The regression analysis includes those who are currently self-employed, however. Thus, the wage-sector returns to brief selfemployment experience can not be explicitly identified in their framework. Williams (2000) uses the same data as Ferber and Waldfogel (1998) and finds that the rate of return to previous self-employment experience is lower than the return to wage-and-salary experience for a sample of women in wage jobs. Echoing Evans and Leighton (1989) , he does not find a similar effect for men.
While these studies provide useful insights they have a number of shortcomings.
Because they use data that are not representative of the overall population and lack controls for the effects of job turnover that are associated with entry and then exit from self-employment, these studies are limited in their ability to isolate the effects of self-employment experience on wages. The data samples used are younger than the overall population. Thus, in the likely case that the effects of self-employment experience differ with age the results are not representative of the overall population. This problem is likely exacerbated by the fact that the likelihood of a selfemployment experience increases with age. 7 In addition, none of these studies account for the fact that a transition into and then out of self-employment almost certainly entails a job or occupation change. As we show, this factor alone may account for any observed wage differentials following a spell of self-employment.
Further, other potential labor market consequences such as an inability to return to fulltime wage employment following a spell of self-employment are not considered in these studies.
It may be difficult for individuals to find a new job following a self-employment failure.
Further, in cases where individuals do find employment the new job might entail reduced hours in addition to lower wages. Finally, the research to this point has focused on a comparison between the returns to self-employment experience and the returns to wage and salary experience. From a policy perspective this is an important comparison because it provides information about the possible negative effects associated with attracting workers away from the wage sector and into self-employment. However, for analyzing the growing number of programs aimed at preventing unemployment such a comparison offers little guidance. The relevant comparison for such programs is between a spell of unemployment and what might turn out to be a short spell of self-employment for many of those who participate.
Our study, which resembles Evans and Leighton (1989) and Williams (2000) , adds to the literature in a number of ways. Our primary objective is to improve on previous estimates of the wage returns to self-employment experience relative to wage sector experience. We do this by utilizing the Panel Study of Income Dynamics (PSID) to estimate these returns. This data set is more consistent and representative of the US population than that used in previous studies and enables us to track self-employment entry and exit. To this same end, we control for the effects of job or occupation turnover that often accompanies a transition into and then out of selfemployment. Next, in addition to wage outcomes, we also briefly examine the consequences of self-employment experience on other labor market outcomes, including the probability of unemployment and part-time employment. Throughout the study we employ an estimation strategy that allows us to directly compare the effects of self-employment spells to spells of unemployment.
While a number of previous studies examine the consequences of job loss 8 the inclusion of this analysis in our study has a number of advantages. First, we include estimates of the effects of unemployment spells primarily as a "benchmark" for comparison with the effects of short self-employment spells. Unlike previous estimates, our estimates of the effects of unemployment spells are directly comparable to those of self-employment spells. Both the data file from which our sample is drawn and the estimation strategy employed are the same. Second, while not ideal for this purpose we believe that the inclusion of such estimates in our analysis provides useful insights into the likely success of programs like the SEA. Studies that examine the effects of job loss primarily focus on displaced workers. However, programs such as the SEA target all unemployed individuals who are eligible to collect unemployment insurance. Our comparison sample resembles this group more closely than previous analyses.
Data and Descriptive Analysis
The data for this study are drawn from the Panel Study of Income Dynamics (PSID We focus on full-time workers who are neither self-employed nor unemployed in a specified initial year of the panel (ranging from 1979 to 1985) . We then examine average hourly earnings among those who are also full-time wage workers 12 five years later (ranging from 1984 to 1990) to measure the impact of brief self-employment and unemployment experience between the two endpoints. The time period examined here spans the economic expansion of the 1980s and maximizes the potential for entrepreneurial activity and earnings growth. We examine the robustness of our findings by using longer time windows in the analysis that follows. Smaller percentages (typically less than a third) are self-employed for only two years, and very few are self-employed for more than two years. Again, recall that we do not consider all selfemployment spells in the PSID, merely those that were experienced by workers that were not self-employed in either endpoint.
Turning to Table 3 , we present some prima facie evidence of the relationship between self-employment experience and average hourly earnings in the wage sector after leaving. Table   3 provides nominal average hourly earnings at the endpoint of the five year windows for individuals in our sample who were "never self-employed or unemployed" and compares these to the "ever self-employed" and "ever unemployed" individuals. In all but two of the five-year windows for both men and women average hourly earnings of the group with self-employment experience are lower than those who were never self-employed or unemployed. In addition, in those cases where the ending-year means of the ever self-employed group are statistically different at the five-percent level from the wage-employed, average hourly earnings were lower for the group who were self-employed between the endpoints. It should be noted, however, that the means are not statistically different for many of the five-year windows. Further, when compared to the raw hourly earnings of those who experienced a brief unemployment spell these differences appear to be small. In all but one case (males 1979-1984) earnings of the ever unemployed are lower than the ever self-employed. In addition, the difference between the means of the never (self-employed or) unemployed and ever unemployed are statistically significant more often than the ever self-employed comparison.
To be sure, there are a multitude of selection issues that must be dealt with if one is to interpret causal relationships between self-employment spells and hourly earnings. Those who enter self-employment and subsequently exit within a few years might be those least likely to earn higher wages upon a return to the wage-and-salary sector. The decision to enter selfemployment is also likely to differ from the decision to enter and then exit. While we address the potential endogeneity associated with entry into self-employment in the multivariate strategy below, the possible selection bias resulting from exit decisions is left for future research.
Clearly, selection is also an issue for those who enter and then leave unemployment. We also attempt to address the potential endogeneity associated with entry into unemployment.
Multivariate Empirical Strategy
To investigate the independent effect of brief self-employment experience on wage earnings more completely, we estimate ordinary least squares (OLS) regressions of the log of the worker's average hourly earnings at the end of a five-year period on measures of selfemployment and unemployment experience controlling for a number of individual, household, and occupational characteristics defined at the beginning of the period. The self-employment and unemployment experience measures are equal to the number of years (from one to four) in which the worker reports being self-employed (unemployed) between, but not including, the two endpoints.
14 Because years of self-employment, unemployment and wage employment experience are perfectly collinear we interpret the effects of self-employment and unemployment experience as departures from wage and salary experience. In an attempt to control for the potential endogeneity associated with self-employment and unemployment experience, in separate regressions, we add the log of hourly wage sector earnings recorded at the start of the five year period as an independent variable. 15 Workers who become self-employed for a brief period of time might do so as a result of lower earnings capacity in the wage sector, and may therefore have lower post-self-employment wage sector earnings regardless of any self-employment activity. A similar argument can also be made for workers who become unemployed. By including the log of hourly earnings in wage employment from the beginning of each of the five year windows we capture time invariant unobserved individual heterogeneity associated with differences in productivity.
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Tables 4A and 4B report summary statistics for the regression samples. We leave a detailed inspection of these tables to the reader and highlight only a few key elements. Turning first to the males (Table 4A ), the average worker in our sample was self-employed for about onetenth of a year in each window, while the average number of years unemployed tended to be slightly shorter. Most of the remaining characteristics are fairly stable across time. Job tenure seems to increase rather dramatically as of the 1981-1986 period, perhaps as a result of a variable redefinition in the PSID. The local unemployment rate rises at first and then falls slightly, mirroring the general economic conditions during this time period. The summary statistics for the female workers (Table 4B ) are similar in many ways, but women tend to have had fewer years in self-employment than men during the various five-year windows and their job tenure increases gradually over time. MSA residence tends to fall over time for both men and women.
Regression Results
Tables 5A and 5B present parameter estimates for males and females, respectively. The tables include regression results for a model that controls for unobserved heterogeneity (even numbered columns) and for comparison a model that does not include the log of hourly earnings at the start of each period (odd numbered columns). Focusing first on Table 5A and the odd numbered columns (no controls for endogeneity), we find that self-employment experience is generally associated with reduced earnings upon return to the wage-and-salary sector for males.
The one notable exception is a positive but statistically insignificant estimated effect in the 1981-1986 period. For periods in which the estimated relative returns to previous self-employment experience are negative, an additional year of self-employment experience reduces the post-selfemployment wage by between 3.0 and 15.6 percent compared to a year of continued wage employment. In comparison, an additional year of unemployment is generally associated with negative relative wage returns that are larger in magnitude than years of self-employment. These differences are statistically significant in all but the 1979-1984 time period. For these men an additional year of unemployment is associated with a wage reduction of 8.2 to 55.7 percent upon return to full-time employment relative to a year of continued wage employment. As noted above selection may account for the rather large negative effects estimated here.
In fact, the results presented in the even numbered columns of Table 5A suggest that men in our samples "negatively select" into both self-employment and unemployment. In all cases where the relative returns to self-employment and unemployment are negative, the magnitudes of the effects are considerably smaller once we control for unobserved heterogeneity. The estimates of the relative wage loss from an additional year of self-employment experience in the even number columns range from 2.8 to 10.8 percent. This suggests that men who select into self-employment and unemployment have unobserved characteristics that are associated with poorer wage sector outcomes than those who remain in the wage sector. Even after accounting for differences in time invariant unobserved heterogeneity, however, experience in selfemployment still has a smaller negative effect than unemployment experience for men. In this case, however, these differences are statistically significant in slightly fewer of the time periods.
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While there are several important differences these general findings also hold for the females in our sample (Table 5B ). For women in our sample the point estimates on years of selfemployment experience are negative in all but the 1983-1988 time period. However, likely because of the small sample sizes and a low incidence of self-employment among women, these point estimates are only statistically significantly different from zero in the 1980-1985 time period. Much like the results for men, the coefficients on years of unemployment experience are more consistently negative and statistically significant. These negative returns to unemployment experience also appear to be bigger in magnitude 18 than the negative returns to self-employment (though only statistically significantly different in the 1983-1988 window). Finally, comparing the even to odd numbered columns in Table 5B it appears that, unlike men, women do not negatively select into self-employment but, like men, there is evidence of negative selection into unemployment.
Coefficients on the remaining variables in Tables 5A and 5B are largely consistent with earlier findings in the labor economics literature and do not warrant lengthy attention here. To summarize briefly, wages tend to be higher for those with more tenure on the initial job and more education as of the initial year. Age exerts the expected hill-shaped effect on wages, and members of nonwhite races have lower wages. Residence in an MSA tends to increase average hourly earnings.
Robustness Checks
Our first robustness check considers the effect of self-employment experience on wagesector earnings over a longer time period. We present two sets of results for ten-year windows in Table 6: 1979-1989 and 1980-1990 . This analysis has the advantage of allowing for longer spells in self-employment. However, one disadvantage is that we give up some precision in measuring many of the other exogenous variables in our model. Recall that we measure characteristics at the initial period. By expanding the window we increase the probability that some of these characteristics have changed by the end of the period examined. Table 6 includes only coefficients and standard errors for the "Years Self-Employed" and "Years Unemployed"
variables. For men in our sample, the results in Table 6 reveal similar patterns to our baseline findings. If anything, the magnitude of the relative negative wage returns to years of selfemployment appear to be somewhat smaller. Nonetheless, brief self-employment experience is found to reduce average hourly earnings upon return to the wage sector relative to a continued spell in wage employment for men. However, the negative consequences associated with selfemployment experience appear to be small relative to the effects of spells of unemployment. Finally to improve our estimates of the effects of self-employment experience on wages we consider the possibility that those who have brief self-employment experience should actually be compared to those who remain in the wage sector but who also experience at least one job change during the five-year window. To investigate this, we identify wage job changers in the PSID by comparing annual three-digit occupation codes and omit workers who have the same wage occupation throughout the five-year window. Results in Table 7 are similar to our baseline results in Tables 5A and 5B , with the exception that fewer of the point estimates are statistically significantly different from zero at the five-percent level. The general conclusion that brief self-employment experience does not increase post-self-employment average hourly earnings continues to hold, regardless of whether the comparison group includes those who do not change wage jobs during the period of analysis. 19 These results do, however, suggest that the returns to self-employment experience are likely closer to zero than our earlier results may have suggested.
Other Potential Consequences
To this point, we have restricted our attention to the wage consequences of selfemployment experience for workers who return to full-time employment by the end of each of the five-year windows. However, there are potentially other labor market consequences associated with short self-employment spells. For instance, it may be difficult for those workers who fail at self-employment to subsequently find wage employment. In addition, those who do re-enter the wage sector might only be able to find part-time employment. We examine these potential consequences in this section.
For consistency, we focus on individuals who are full-time wage employed at the beginning of each of the five year windows and who are not self-employed at the end. Looking only at those who are wage employed at the end point we examine what effect any selfemployment experience has on the probability of part-time employment. The upper portion of Table 8 provides raw part-time employment rates among this group. We compare all individuals in our sample to those with any self-employment experience between the end points and to those who had any unemployment experience. In almost all cases the part-time employment rates of men and women who experienced a short spell of self-employment are higher than the average of the sample. However, the part-time employment rates of those with self-employment experience are substantially lower than the group of workers who experienced unemployment in all periods for men and somewhat lower in many of the periods for women.
In Table 8 we also look at the effects of self-employment on unemployment. The lower portion of Table 8 gives end period unemployment rates for workers who are labor force participants at the end of each of the periods by employment experience. Because the incidence of unemployment in any given year is rare the percentages are not as uniform across periods. In most cases the unemployment rates of the ever self-employed groups are somewhat larger than those for all individuals in the sample. However, as we might expect, unemployment rates of the ever unemployed do tend to be larger despite these sample considerations.
To investigate these possible consequences more carefully we estimate linear probability models of end-period part-time employment status and unemployment status by OLS 20 , separately for men and women. Along with the list of controls regarding the initial-period characteristics from the previous analysis (including the log of wages, our proxy variable for productivity) we include an indicator variable which is set equal to one if the individual had any self-employment experience between the end points of the five-year window. 21 Again for comparison, an indicator variable for unemployment experience is also included as a regressor. to have a small positive effect on the probability of part-time employment and unemployment at the end point. In almost all cases the effect is not statistically significant. These results contrast with the relatively large positive effects of unemployment experience on the probability of subsequent part-time employment and unemployment found using the same sample. 22 Likely due to small sample sizes the results for women are much less consistent across periods.
However, the table provides some evidence that self-employment experience is associated with an increased probability of subsequent part-time employment and unemployment. Again, however, the coefficient on any unemployment experience is more frequently positive and significant.
Conclusions
In theory, prior self-employment experience has the potential to either improve or worsen (or have no effect on) labor market outcomes for workers who eventually return to the wage sector. Using regressions of average hourly earnings on a variety of control variables including controls for time invariant unobserved heterogeneity, we find no empirical evidence that short self-employment experiences increase wages relative to continued wage employment for men or women. If any nonzero impact can be discerned from these data, it is that (compared to wage employment) an additional year of self-employment might actually reduce post-self-employment earnings in the wage sector by anywhere from 3 to 11 percent for men. These results contrast with the results of previous research by Williams (2000) who found the returns to selfemployment to be positive and equal to the returns to wage employment for men and positive but less than the returns to wage employment for women. These differences may be due, in part, to the differences in the age distribution of the sample used in that study which was much younger and less representative of the overall population than our sample.
Unlike previous research, we also examine the effect of short self-employment spells on future employment prospects. In particular, we estimate the effect that self-employment experience has on the probabilities of subsequent part-time employment and unemployment. We find that, relative to wage sector experience, self-employment experience does not improve and may diminish subsequent employment outcomes. It appears that a short spell of selfemployment may increase the probability of unemployment by anywhere from 3 to 10 percent, and part-time employment by 10 to 30 percent. These results provide useful information in terms of evaluating the potential costs and benefits of public policies that support small business formation. On the surface, efforts to increase entrepreneurial activity may have unintended consequences in the form of lower employment probabilities, higher part-time employment probabilities, and lower earnings upon an eventual return to the wage sector.
Additionally, throughout our analysis we compare the labor market effects of spells of self-employment to the effects of spells in unemployment, in part to shed light on the likely effectiveness of recent Self-Employment Assistance programs focused on preventing unemployment spells. We find that the negative labor market consequences associated with unemployment spells in most of the five year windows examined are more severe than those associated with self-employment. Specifically, unemployment experience increases the probability of subsequent part-time employment by 14 to 40 percent, and of subsequent unemployment by 6 to 25 percent. To the extent that our analysis captures the underlying wage and employment effects of self-employment and unemployment, these results suggest that certain benefits may arise from programs that promote self-employment as an alternative to unemployment.
Several caveats are in order, however. First, we have not fully addressed the issue of selection out of self-employment or unemployment. This may bias our estimates of the returns to self-employment if those who enter but do not leave self-employment within our period of analysis are those who would have had higher wages upon returning to the wage sector. Further, selection out of the self and unemployment states may differ systematically resulting in our finding of larger negative consequences to unemployment. This would be the case, for example, if individuals who are self-employed have higher reservation wages for wage sector reemployment than those who are unemployed. Second, our choice of time periods, while based on concerns of business cycles and tax changes, may be somewhat arbitrary. It could be the case that the labor market effects of self-employment and unemployment are quite different during other periods of time, especially for a window of time that spans a recession. Finally, despite accounting for wage and employment consequences, we are not able to assess nonpecuniary costs of self-employment experience such as the loss of fringe benefits.
Despite all of this, we believe that our results bring to the forefront new issues for consideration in the evaluation of the likely "effect" of various self-employment assistance programs. Our results suggest that the effectiveness of such programs depends to a great deal on which sector of the labor market workers are being attracted from to become entrepreneurs.
Generally, we find that workers who remain in wage sector jobs do better in terms of wage outcomes than those who experience brief spells of self-employment but that those with spells of unemployment fare even worse than those with spells of self-employment. Thus, in evaluating programs aimed at promoting self-employment among the wage employed, such as those that provide start-up grants or general tax breaks, policy makers must weigh the possible deleterious effects of spells in self-employment on wages against the possible positive aspects of such policies. On the other hand, these results suggest that an evaluation of programs that promote self-employment among the unemployed should account not only for the promise of reducing public assistance rolls and creating new jobs but also for the fact that (compared to unemployment) self-employment may provide workers with an opportunity to maintain human capital in cases where wage sector employment is not an option.
Endnotes
1 For an exhaustive review of some recent attempts in the US, see Vroman (1997) .
2 See Holtz-Eakin (1995) for a detailed discussion of federal tax preferences for small businesses.
3 Information provided on the Small Business Administration web page: http://www.sba.gov/.
4 See Williams (2000) for an excellent discussion of these possibilities.
5 Holtz-Eakin, Rosen, and Weathers (2000) are the most recent of a number of authors to examine the overall earnings effects of self-employment. They show that low-income selfemployed workers are more likely to move up the income distribution, but that higher-income entrepreneurs did not necessarily enjoy similar success in terms of mobility. Again, their analysis focuses on the overall returns to self-employment and does not isolate the experiences of those who return to the wage sector.
6 See page 529 of their study.
7 See, for example, Fuchs (1982) .
8 See Farber (2001) for a review of the recent literature and recent estimates of the consequences of job loss.
9 For additional information on the PSID, see http://www.isr.umich.edu/src/psid/index.html.
10 Like many earlier studies in this area, our use of annual PSID survey data restricts us to using single point-in-time observations on employment status.
11 A small number of observations were dropped from the sample because of unusually high hourly wages (those with wages in excess of $300).
12 By restricting the sample to those workers who return to full-time employment there is the potential for exacerbating selection bias pertaining to self-employment exit. Those who leave self-employment for "good" wage employment opportunities may be overrepresented in our sample. However, as we show in section 7, self-employment experience has little effect on subsequent part-time and unemployment probabilities. In any case including part-time employees at the end of each of the periods has little effect on the results. 13 It should be noted that the rows in Table 1 do not necessarily sum to 100 percent, because of possible overlap between the Ever Self-Employed and Ever Unemployed categories.
14 A formal empirical evaluation of self-employment assistance programs which target the unemployed would focus only on transitions from unemployment to self-employment. Such a strategy would restrict us to prohibitively small sample sizes, however, so we consider any shortterm self-employment experience between the endpoints. 15 Because it was important to control for variables that do not change over time we chose not to pool the data and use a fixed effects model in estimation. A wage growth model was also rejected in favor of the described specification because of the unappealing restriction on the rate of return to time invariant individual specific skills (the coefficient on lagged wage is restricted to equal one in the wage growth model.) Changes in the rate of return to skills over the period examined in the US are well documented (see, for example, Katz and Murphy 1992) . 16 Our measure of unobserved productivity may be biased if spells of self-employment (unemployment) within our five year periods are associated with previous spells of selfemployment (unemployment). In such a case wages at the beginning of the period will also reflect previous self-employment or unemployment experience. However, we experimented with an IV strategy to control for endogeneity associated with entry into self-employment and the effects of self-employment experience were similar to those presented here. 17 In addition to the 1984-1989 time period, when we control for heterogeneity the difference between the returns to self and unemployment is statistically insignificant in the 1979-1984 and 1983-1988 periods as well.
18 These effects are somewhat larger than those estimated for displaced workers over the same period in Farber (2001) . These differences are likely due to differences in samples, as previously discussed, and in period length (Farber examines three-year windows compared to our five-year windows).
whose tenure on the current job was ever less than 12 months during each five-year window.
While this cost us a substantial reduction in sample sizes, results were largely similar to those in Table 8 . 20 We chose the linear probability model over logit or probit for ease in interpreting the coefficients. We adjust the standard errors for the heteroskedasticity that is inherent in the model using White's (1980) estimator. In any case, we experimented using probit and in those cases found qualitatively similar results. 76.60% 10.64% 12.77% 0.00% 100% 0.00% 0.00% 0.00% Note: Entries are percentages of those who had self-employment experience between the endpoints in the "Years"
Column, but were wage-employed in either endpoint. Source: Authors' calculations using the Panel Study of Income Dynamics. Entries are average hourly earnings as of the endpoint in the "Years" column for those who were full-time wage employed at either endpoint. The columns are defined on the basis of labor market experience between the endpoints. Bold type indicates that the means are statistically different than the wage employed at the 5% significance level. Source: Authors' calculations using the Panel Study of Income Dynamics. Note: Entries are sample means with standard deviations in parentheses, where the yearly samples are defined to be the same as those used for the baseline results in Table 5 . All variables are defined as of the initial endpoint, with the exception of "Years Self-Employed" and "Years Unemployed" which are measured between the endpoints. Source: Authors' calculations using the Panel Study of Income Dynamics. Note: Entries are sample means with standard deviations in parentheses, where the yearly samples are defined to be the same as those used for the baseline results in Table 5 . All variables are defined as of the initial endpoint, with the exception of "Years Self-Employed" and "Years Unemployed" which are measured between the endpoints. Source: Authors' calculations using the Panel Study of Income Dynamics. 1979-1984 1980-1985 1981-1986 1982-1987 1983-1988 1984-1989 1985-1990 ( Note: Entries are ordinary least squares regression coefficients with standard errors in parentheses. The dependent variable for each column is the log of average hourly earnings as of the last endpoint. Bold type indicates statistical significance at the 5% level. Region coefficients omitted. Unemployed" variables with standard errors in parentheses. All regressions also include the variables in Table 5 including controls for endogeneity. Bold type indicates statistical significance at the 5% level. 226, 0.592 Note: Entries are ordinary least squares regression coefficients on the "Years Self-Employed" and "Years Unemployed" variables with standard errors in parentheses. All regressions also include the variables in Table 5 including controls for endogeneity. Bold type indicates statistical significance at the 5% level. Note: Entries are ordinary least squares regression coefficients with White's (1980) standard errors in parentheses. The dependent variable in all cases is an indicator variable (equal to one if the worker is part-time employed at the end of the five year window in the upper portions of the tables and equal to one if the worker is unemployed at the end of the five year window in the lower portions of the tables). Bold type indicates statistical significance at the 5% level. Additional coefficients omitted (see text).
